Members of the Board

Tetsuro Funai -oooovveerereeeerevene,

Tomonori Hayashi ...

Akitaka Inoue oo,

Mitsuo Yonemoto oo

Morihiko Tashiro ..o

Akira Miyazaki ...

Shigemichi Asakura. ...

Yasuhisa Katsuta ...

Hidetoshi Nishimura.........cc....

20  Funai Electric Co., Ltd. Annual Report 2008
—

Chairman of Nomination and
Member of Compensation
Committee

Chairman of the Board,
Compensation and Member of
Nomination Committee

Chairman of Audit Committee

Member of Nomination and
Compensation Committee

Member of Nomination, Audit
and Compensation Committee

Member of Nomination and
Compensation Committee

Member of Audit and
Compensation Committee

Member of Nomination, Audit
and Compensation Committee

Member of Audit and
Compensation Committee

as of June 19, 2008

Corporate Officers

Tetsuro Funai ... Chairman

Tomonori Hayashi ... President and CEO

Takashi Kiyomoto ... Senior Executive Officer

Hideo Nakai

.................................... Senior Executive Officer

Noriyuki Yamamoto........... Executive Officer
Shinji Seki i Executive Officer
Kiyoji Katakawa. ..o Executive Officer
Toshio OtaKU. ..o Executive Officer
Masahiko Naito. ... Officer
Fumiaki Kidera ... Officer
Sachio Kobayashi.........cc.... Officer
Nobuhisa Uchikawa............... Officer
Minoru Yoneyama. ... Officer

Kenji Sakata



Financial Statements

FUNAI ELECTRIC CO., LTD.
and its Consolidated Subsidiaries

c O N T E N T S

Consolidated Balance SReets -« e wrrererrmrurermeeeiemeeeeeessesseeenenens 22
Consolidated Statements Of OPErations « -« -«-«-eseeseeeuseemsniiticieininens 24
Consolidated Statements of Changes in Equity:------oeeeeeennninnenes 25
Consolidated Statements Of Cash FIOWS «---veeeeeerrereeeriureeiniveeeiiiieeennnns 26
Notes to the Consolidated Financial Statements ««-«-oooeeeeeevsencnnne 27
Independent AUdItOrs” REPOTt -+ - scwesseeressrevesremssremisrinineiseseisneens 40

Furai Electric Co., Ltd, Annual Report 2008 21
_—



Consolidated Balance Sheets

FUNAI ELECTRIC CO., LTD. and Consolidated Subsidiaries

(Thousands of
U.S. dollars)
(Millions of yen) (Note 1)
March 31, March 31,
2008 2007 2008
ASSETS
CURRENT ASSETS:
Cash and cash equivalents ..........cccoeveiiiiniiniiniicce. ¥ 57,100 ¥ 83,321 $ 569917
Short-term INVESTMENTS ...cvvieeueieeeeieeeeeeeeee e e e enees 10,974 278 109,532
RECEIVADIES: ...
TEAdC i 26,841 49,024 267,901
OtRCT v e s 1,794 3,694 17,906
TNVENTOTIES (NOTE 4) c.uveeenreeerereeneeeeseeeeseeeeneeeesesenseeesseeensesesneeeenes 35,085 35,045 350,185
Deferred tax assets (Note 9) ...ccveeeeveeerreeereeesiueeseeeseeesseeesseeesnens 3,605 3,173 35,982
Prepaid expenses and other current assets ...........ccoeveveciiiinnnnes 12,010 4,807 119,872
Allowance for doubtful receivables ........ccccoeeveririiieniiieinee (287) (571) (2,865)
TOTAl CUITENT ASSEES +vvvvveeeeeeeeeeeeeeeeee et e e e e e e e e e e e e e e e e e e e e e e e 147,122 178,771 1,468,430
PROPERTY, PLANT AND EQUIPMENT:
LANA 1evreeoeeeee oo 5,238 5,260 52,281
Buildings and Structures ..........ccecevveevieenineiinciicceeeen 15,079 13,254 150,504
Machinery and equipment..........ccccoeueveiiiininieiiiniicciens 54,606 67,128 545,024
Construction in PrOGIESS .......ccuevveueuiiuirrriueiieisisseiiesieieesneinens 20 297 200
TOTAL 1t 74,943 85,939 748,009
Accumulated depreciation (58,170) (67,986) (580,597)
Net property, plant and equipment..........ccccocevviviiiiiiiinnnnes 16,773 17,953 167,412
INVESTMENTS AND OTHER ASSETS:
INVESEMENT SECUITTIES (NOLE 3)errrrrrrrrrerrrerererererereeeeeeseeeeeeeeeeneneenens 5,798 16,545 57,870
Investments in and advances to unconsolidated subsidiaries
and associated COMPANIES .....c.vvveuirveirieinieirieinececeeeene 3,945 2,922 39,375
Patent 5,375 5,217 53,648
Long-term 1oans..........ccoeviviiiniiiniiiiiiinciccceceen 40,118 47,739 400,419
Deferred tax assets (Note 9) v..cveevveerreerreerreerreesreerseesseesseesreesseesses 3 127 30
OTher ASSELS...eiiuviiieeiiecteieceeee ettt ettt e eaeeeeaeas 5,281 3,537 52,710
Total investments and other assets..........cccoevveevrieeeeeeenneennne. 60,520 76,087 604,052
K0 1 . N R ¥ 224,415 ¥ 272,811 $ 2,239,894

ﬁ Funai Electric Co., L, Annual Report 2008
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LIABILITIES AND EQUITY

CURRENT LIABILITIES:
Short-term bank loans (Note 5) wvveeeeveeeeeeveeeeeereeeeene
Current portion of long-term debt (Note 5)................

Payables:
Trade. o

Income taxes payable........cccoceeerinieninininincnieinnns
Other current liabilities .......cccoevevieniririeninenicinne

Total current liabilities ...cccuvvveeeevveeeiiieeeeeeeeenee,

LONG-TERM LIABILITIES:
Long-term debt (Note 5) ...cvoveuviviviiiiiiiiicciciiice
Liability for retirement benefits (Note 6) «..ccveoveueeunnene

Deferred tax liabilities (Note 9)...eeeveveeeeeeveeeeieeeeeennee.
Ot e

Total long-term liabilities ........c.ccooeiriiiincnnnnee.

COMMITMENTS AND
CONTINGENT LIABILITIES (Notes9, 11 and 13):

EQUITY (Notes 7, 8 and 13)3
Common stock,
authorized, 80,000,000 shares; issued,

36,104,196 shares in 2008 and 36,103,896 shares in 2007 .....

Capital sUrplus ....cccceeveveeinierineiincieincccceeees
Retained €arnings........c.cccoeveueivinieicieininneicnnees
Unrealized gain (loss) on available-for-sale securities
Foreign currency translation adjustments ................
Treasury stock-at cost

2,011,003 shares in 2008 and 2,010,535 shares in 2007 ......

[financial statements.

(Thousands of
U.S. dollars)

(Millions of yen) (Note 1)
March 31, March 31,
2008 2007 2008
¥ 9,706 ¥ 8,295 $ 96,876
3,507 724 35,003
25,811 48,758 257,621
11,399 9,730 113,774
4,643 3,657 46,342
5,433 3,582 54,227
60,499 74,746 603,843
1,086 4,593 10,839
2,484 2,671 24,793
618 2,773 6,168
1,372 666 13,694
5,560 10,703 55,494
31,280 31,279 312,207
33,245 33,244 331,820
129,813 139,468 1,295,668
(64) 4,039 (639)
(12,064) 3,288 (120,411)
(24,339) (24,337) (242,929)
157,871 186,981 1,575,716
485 381 4,841
158,356 187,362 1,580,557
¥ 224,415 ¥ 272,811 $ 2,239,894
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Consolidated Statements of Operations

FUNAI ELECTRIC CO., LTD. and Consolidated Subsidiaries

(Thousands of
U.S. dollars)
(Millions of yen) (Note 1)
years ended year ended
March 31, March 31,
2008 2007 2008
NET SALES ......cooiiiitiieeeeeeeeee ettt ¥ 277,168 ¥ 396,712  $ 2,766,424
COST OF SALES ......coooiiiiieeeteeeteetete ettt 231,869 328,545 2,314,293
GIOSS PIOFIE evvitiieieiieiietcetetete ettt 45,299 68,167 452,131
SELLING, GENERAL AND
ADMINISTRATIVE EXPENSES (Note 10) 47,705 47,401 476,145
Operating (10ss) INCOME....c.ooveuiriiiniiiiiiicicccecces (2,4006) 20,766 (24,014)
OTHER INCOME (EXPENSES):
Interest and dividend INCOmMEe ......couvviiviuiiiiiiiiii e, 5,324 4,764 53,139
INTErest EXPEnSe.....cuvvuiiiiiiiiiiiiiiiiiei et (593) (1,193) (5,919)
Foreign exchange gain (10ss), net.....cccoveeviveinccnccnccinccne. (2,0206) 2,377 (20,222)
Provision for doubtful receivables...........ccoccevievievrienieerieneenne. (83) (409) (828)
Loss on impairment of investment SECUTIties ......c..eceeervervennennns (47) (777) (469)
Loss on liquidation of an associated company ..........ccccccuvueuneee (1,311) (2,457) (13,085)
Gain(loss) on sales of investment securities, Net..........cc.cevvennenn. 5,622 (117) 56,113
OhEI-NEE . .uviieieeecceeeete ettt ettt eae e ens (1,970) (201) (19,663)
Other income (€XPenses)-Net.......cceveuerveuerirreiereirueerneennenes 4916 1,987 49,066
INCOME BEFORE INCOME TAXES AND MINORITY INTERESTS 2,510 22,753 25,052
INCOME TAXES (Note 9):
(@137 o PSR 6,208 6,366 61,962
PriOr YEarS ...vcuviiiiiiiiiiiiicccic 19,184
DIEfEITEA e 1,645 824 16,419
Total INCOME LAXES..vvviiieeieeieiiie ettt eeeee et e eeareeeeeree e e 7,853 26,374 78,381
MINORITY INTERESTS IN NET LOSS ......ccoooieieieiennee. (34) (45) (339)
NET LOSS ...ttt ettt ¥ (5,377) ¥ (3,666) 3 (53,668)
(Yen) (Dollars)
PER SHARE OF COMMON STOCK  (Notes 2 and 12):
Basic NEt 10SS ..cviiiviieieerieeeeeete ettt ettt ¥ (157.71) ¥ (107.01) § (1.57)
Cash dividends applicable to the year........ccccoveeviriiincnncnne. ¥ 50.00 ¥ 5500 § 0.50

ﬁ Funai Electric Co., L, Annual Report 2008
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Consolidated Statements of Changes in Equity

FUNAI ELECTRIC CO., LTD. and Consolidated Subsidiaries

(Thousands) (Millions of yen)
Unrealized
Outstandin Gain(loss)
Number og on Foreign
Shares of Available  Currency
Common  Common  Capital  Retained  forsale  Translacion  Treasury Minority ~ Total
Stock Stock  Surplus  Earnings  Securities Adjustments  Stock Toal  Interests  Equity
BALANCE, MARCH 31, 2006. 34394 ¥31241 ¥33205 ¥145030  ¥8504  ¥1,105 ¥(21,214) ¥197,871 ¥197,871
Reclassified balance as of
Apr1l 1, 2006 (Note 2.1) vevvenenns ¥334 334
Net decrease in
consolidated companies....... @ 4 (4
Net 10SS..uviiieiiiiiieieeeieeeieeans (3,060) (3,660) (3,660)
Cash dividends,
¥55.00 per share.................. (1,892) (1,892) (1,892)
Purchase of treasury stock....... (310) (3,123 (3,123) (3,123)
Exercise of stock options......... 9 38 39 77 77
Net change in the year............ (4,465) 2,183 (2,282) 47 (223

BALANCE, MARCH 31, 2007. 34093 31279 33244 139,468 4,039 3,288 (24337) 186,981 381 187,362
Adjustment due to change of
the fiscal year-end

of foreign subsidiaries ......... (2,403) (2,403) (2,403)
NEt 0SS ueeeeeeeeeeeeeeeeeeeeeeeenn (5,377) (5,377) (5,377)
Cash dividends,

¥55.00 per share.................. (1,879) (1,87) (1,875)
Purchase of treasury stock....... (0) ) 2) 2)
Exercise of stock options......... 0 1 1 2 2
Net change in the year............ (4103) (15352 (19,459) 104 (19351)

BALANCE, MARCH 31, 2008. 34093 ¥31,280 ¥33245 ¥129,813 ¥(04) ¥(12,064) ¥(24339) ¥157,871 Y485 ¥158,356

(Thousands of U.S. dollars) (Note 1)

Unrealized
Gainfloss)  Foreign
on Available ~ Currency

Common  Capital - Retained — for-sale  Translation  Treasury Minarity Total
Stock Swplus — Earnings Securdties  Adjustmenss —~ Stock Total Interests— Equity
BALANCE, MARCH 31, 2007............... $312,197 $331,810 §1392,035  $40313  $§32818 §(242,908) $1,866265  $3,803 $1,870,068
Adjustment due to
change of the fiscal year-end
of foreign subsidiaries......................... (23,985) (23,985) (23,985)
INEELOSS oo, (53,668) (53,668) (53,668)
Cash dividends,
$0.55 per share............ccneveecuncnn. (18,714) (18714) (18714)
Purchase of treasury stock....................... 21) (21) (21)
Exercise of stock 0ptions.......................... 10 10 20 20
Net change in the Year ..............ccuuceen... (40,952)  (153,229) (194181) 1,038 (193,143)
BAILANCE, MARCH 31, 2008............... $312.207  $331,820 $1,295,668 $(639) $(120411) $(242,929) $1575,716  $4,841 $1,580,557
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Consolidated Statements of Cash Flows

FUNAI ELECTRIC CO., LTD. and Consolidated Subsidiaries

(Thousands of
U.S. dollars)
(Millions of yen) (Note 1)
years ended year ended
March 31, March 31,
2008 2007 2008
OPERATING ACTIVITIES:
Income before income taxes and minority interests .................. ¥ 2510 ¥ 22,753 $ 25,052
Ad{ustments for:
ncome taxes-paid ......... OSSR (5,385) (4,556) (53,748)
Depreaauon and amMOItiZatioN......cuveeiveueeeieiiieeeeieieeeseieeeeens 6,003 8,204 59,916
Gain on sale or disposal of property, plant and equipment... (230) (8) (2,296)
Equity in losses of associated companies.........c.ccecereeruennnnne 39 3 389
(Gain) loss on sales of investment securities, net................... (5,622) 117 (56,113)
Changes in assets and liabilities, net of effects ......................
Decrease in trade accounts receivable ..........oooeeevvveeeeennns 6,979 2,473 69,658
Decrease In INVENTOLIES .....cvvuvurieeeeeeeieiiiiieeeeeeeeeeeeeaannnnnns 3,313 545 33,067
(Decrease) increase in trade accounts payable................... (15,472) 14,129 (154,427)
Decrease in liability for employees’ retirement benefits..... (234) (150) (2,336)
OthEr-NEt...uiiiiieiiiciiecieeeeeee ettt e e ens (5,615) 2,998 (56,042)
Total adjustments.......cc.eevveeirieineiinieirciceeeecen (16,224) 23,755 (161,932)
Net cash provided by (used in) operating activities........... (13,714) 46,508 (136,880)
INVESTING ACTIVITIES:
(Payment of) proceeds from short-term investments................ (12,444) 274 (124,204)
Proceeds from sale of property, Jalant and equipment................ 543 204 5,420
Purchases of property, plant and equipment.........ccccovueviunnen. (4,820) (5,583) (48,168)
Purchases of intangibles............cccooeoiiiiiiiiii, (1,556) (445) (15,530)
Proceeds from sales of investment SECULItIES.......ccuveeervuveeereunenen. 9,746 10,260 97,275
Purchases of INVEStMENT SECUTTEIES euvvvveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeans (41) (773) (409)
Payments for loans receivable ........ccocoveoiiiiininininiiinenns (280) (581) (2,795)
Proceeds from collection of loans receivable ............cccceveeunenen. 28 42 279
Increase in OTher aSSEts .......cvevvirviereeierieirieieiesre e eae e eeeeeeens (6406) (359) (6,448)
Net cash provided by (used in) investing activities................ (9,476) 3,039 (94,580)
FINANCING ACTIVITIES:
Decrease in short-term bank loans—net.........ccccoeveeiiiiiniennnnn. (5,648) (20,896) (56,373)
Repayments of long-term debt........... (724) (724) (7,.226)
Repurchase of treasury stock ........ccooviiiiiiiiiiiiiiii, (3) (3,122) (30)
Dividends paid.......cccoeivieiniiiniiiniiicceeee (1,875) (1,892) (18,714)
OREL, DEE et e e e e e eeaan 108 70 1,077
Net cash used in financing activities.........couvveereeerieirnenennen (8,142) (26,564) (81,266)
FOREIGN CURRENCY TRANSLATION ADJUSTMENTS
ON CASH AND CASH EQUIVALENTS...........cccccevvrrreenns (2,173) 1,750 (21,689)
NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS.......ooiiiiiiieete ettt e (33,505) 24,733 (334,415)
ADJUSTMENT DUE TO CHANGE OF THE FISCAL
YEAR-END OF FOREIGN SUBSIDIARIES........................ 7,284 72,702
CASH AND CASH EQUIVALENTS, BEGINNING OF
YEAR ...ttt 83,321 58,588 831,630
CASH AND CASH EQUIVALENTS, END OF YEAR............. ¥ 57,100 ¥ 83,321 $ 569,917

ﬁ Funai Electric Co., L, Annual Report 2008
See notes to consolidated financial statements



Notes to the Consolidated Financial Statements

FUNAI ELECTRIC CO., LTD. and Consolidated Subsidiaries

1. BASIS OF PRESENTING CONSOLIDATED FINANCIAL STATEMENTS

The accompanying consolidated financial statements have been prepared in accordance with the provisions set forth in the
Japanese Financial Instruments and Exchange Law (formerly, the Japanese Securities and Exchange Law) and its related
accounting regulations and in conformity with accounting principles generally accepted in Japan, which are different in certain
respects as to application and disclosure requirements of International Financial Reporting Standards.

In preparing these consolidated financial statements, certain reclassifications and rearrangements have been made to the
consolidated financial statements issued domestically in order to present them in a form which is more familiar to readers outside
Japan. In addition, certain reclassifications have been made in the 2007 consolidated financial statements to conform to the
classifications used in 2008.

The consolidated financial statements are stated in Japanese yen, the currency of the country in which FUNAI ELECTRIC
Co., Ltd. (the “Company”) is incorporated and operates. The translations of Japanese yen amounts into U.S. dollar amounts are
included solely for the convenience of readers outside Japan and have been made at the rate of ¥ 100.19 to $1, the approximate
rate of exchange at March 31, 2008. Such translations should not be construed as representations that the Japanese yen amounts
could be converted into U.S. dollars at that or any other rate.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) Consolidation—The consolidated financial statements as of March 31, 2008 include the accounts of the Company and its
12 significant (12 in 2007) subsidiaries (together, the “Group”).

Under the control or influence concept, those companies in which the Company, directly or indirectly, is able to
exercise control over operations are fully consolidated, and those companies over which the Group has the ability to exercise
significant influence are accounted for by the equity method.

Investments in 2 (2 in 2007) associated companies are accounted for by the equity method.

Investments in the remaining unconsolidated subsidiaries and associated companies are stated at cost. If the equity
method of accounting had been applied to the investments in these companies, the effect on the accompanying
consolidated financial statements would not be material.

The excess of the cost of an acquisition over the fair value of the net assets of the acquired subsidiary at the date of
acquisition is being amortized over a period of 5 years.

All significant intercompany balances and transactions have been eliminated in consolidation. All material unrealized
profit included in assets resulting from transactions within the Group is eliminated.

(b) Cash Equivalents—Cash equivalents are short-term investments that are readily convertible into cash and that are exposed
to insignificant risk of changes in value.
Cash equivalents include time deposits, certificate of deposits, commercial paper and bond funds, all of which mature
or become due within three months of the date of acquisition.

(c) Inventories—Inventories of the Company and its domestic consolidated subsidiaries are stated at cost substantially
determined by the average method for finished products and work in process, and by the first-in-first-out method for raw
materials.

Inventories of consolidated foreign subsidiaries are stated at the lower of cost or market substantially determined by
the first-in first-out method.

(d) Investment Securities—Investment securities are classified and accounted for, depending on management’s intent. All
securities are classified as available-for-sale securities.
Marketable available-for-sale securities are reported at fair value, with unrealized gains and losses, net of applicable
taxes, reported in a separate component of equity.
Non-marketable available-for-sale securities are stated at cost determined by the moving-average method. For other
than temporary declines in fair value, investment securities are reduced to net realizable value by a charge to income.

(e) Property, Plant and Equipment—Property, plant and equipment are stated at cost. Depreciation of property, plant and
equipment of the Company and its consolidated domestic subsidiaries is computed substantially by the declining-balance
method at rates based on the estimated useful lives of the assets, while the straight-line method is applied to buildings of the
Company and its consolidated domestic subsidiaries, and all property, plant and equipment of consolidated foreign
subsidiaries. The range of useful lives is principally from 3 to 50 years for buildings and structures and from 1 to 20 years
for machinery and equipment.
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() Patents—Patents are carried at cost less accumulated amortization, which is computed by the straight-line method over the
estimated useful life.

(g) Long-lived assets—The Group reviews its long-lived assets for impairment whenever events or changes in circumstance
indicate the carrying amount of an asset or asset group may not be recoverable. An impairment loss would be recognized if
the carrying amount of an asset or asset group exceeds the sum of the undiscounted future cash flows expected to result
from the continued use and eventual disposition of the asset or asset group. The impairment loss would be measured as the
amount by which the carrying amount of the asset exceeds its recoverable amount, which is the higher of the discounted
cash flows from the continued use and eventual disposition of the asset or the net selling price at disposition.

(h) Retirement and Pension Plans—The Company and certain consolidated subsidiaries have non-contributory funded
defined benefit pension plans and unfunded retirement benefit plans for employees. Certain consolidated foreign
subsidiaries also have defined pension plans.

Effective April 1, 2000, the Group adopted a new accounting standard for employees’ retirement benefits and
accounted for the liability for retirement benefits based on the projected benefit obligations and plan assets at the balance
sheet date. The total transitional obligation determined as of April 1, 2000, was charged to income when adopted, except
that of a certain domestic subsidiary which is amortized over 15 years.

Actuarial gains or losses are amortized by the straight line method over a period within the average remaining years of
service of the employee (10 years) starting from the following period. Prior service cost is amortized by the straight line
method over a period within the average remaining years of service of the employee (10 years).

Retirement allowances for directors and executive officers are recorded to state the liability at the amount that would
be required if all directors and executive officers retired at each balance sheet date.

(i)  Presentation of Equity—On December 9, 2005, the ASB] published a new accounting standard for presentation of equity.
Under this accounting standard, certain items which were previously presented as liabilities or assets, as the case may be, are
now presented as components of equity. Such items include stock acquisition rights, minority interests, and any deferred
gain or loss on derivatives accounted for under hedge accounting. This standard was effective for fiscal years ending on or
after May 1, 2006. The balances of such items as of March 31, 2006 were reclassified as separate components of equity as
of April 1, 2006 in the consolidated statements of changes in equity.

()  Research and Development Costs—Research and development costs are charged to income as incurred.

(k) Leases—Under Japanese accounting standards for leases, finance leases that deem to transfer ownership of the leased
property to the lessee are to be capitalized, while other finance leases are permitted to be accounted for as operating lease
transactions if certain “as if capitalized” information is disclosed in the notes to the lessee's financial statements. All other
leases are accounted for as operating leases.

(1) Income Taxes—The provision for income taxes is computed based on the pretax income included in the consolidated
statements of operations. The asset and liability approach is used to recognize deferred tax assets and liabilities for the
expected future tax consequences of temporary differences between the carrying amounts and the tax bases of assets and
liabilities. Deferred taxes are measured by applying currently enacted tax laws to the temporary differences.

(m) Foreign Currency Transactions—All short-term and long-term monetary receivables and payables denominated in foreign
currencies are translated into Japanese yen at the exchange rates at the balance sheet date. The foreign exchange gains and
losses from translation are recognized in the consolidated income statements of operations to the extent that they are not
hedged by forward exchange contracts.

(n) Foreign Currency Financial Statements—The balance sheet accounts of the consolidated foreign subsidiaries are
translated into Japanese yen at the current exchange rate as of the balance sheet date except for equity, which is translated at
the historical rate.

Differences arising from such translation were shown as “Foreign currency translation adjustments” in a separate
component of equity.
Revenue and expense accounts of consolidated foreign subsidiaries are translated into yen at the average exchange rate.

(o) Per Share Information—Basic net loss per share is computed by dividing net income available to common shareholders by

the weighted-average number of common shares outstanding for the period.
Diluted net income per share reflects the potential dilution that could occur if stock options were exercised into
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common stock. Diluted net income per share of common stock assumes full conversion of full exercise of outstanding
warrants.

Cash dividends per share presented in the accompanying consolidated statements of operations are dividends
applicable to the respective years including dividends to be paid after the end of the year.

(p) New Accounting Pronouncements

Measurement of Inventories—Under generally accepted accounting principles in Japan (“Japanese GAAP”), inventories
are currently measured either by the cost method, or at the lower of cost or market. On July 5, 2006, the Accounting
Standards Board of Japan (ASB]) issued ASB] Statement No.9, “Accounting Standard for Measurement of Inventories”,
which is effective for fiscal years beginning on or after April 1, 2008 with early adoption permitted. This standard requires
that inventories held for sale in the ordinary course of business be measured at the lower of cost or net selling value, which
is defined as the selling price less additional estimated manufacturing costs and estimated direct selling expenses. The
replacement cost may be used in place of the net selling value, if appropriate. The standard also requires that inventories
held for trading purposes be measured at the market price.

Lease Accounting—On March 30, 2007, the ASB] issued ASB] Statement No.13, “Accounting Standard for Lease
Transactions”, which revised the existing accounting standard for lease transactions issued on June 17, 1993. The revised
accounting standard for lease transactions is effective for fiscal years beginning on or after April 1, 2008 with early adoption
permitted for fiscal years beginning on or after April 1, 2007.

Under the existing accounting standard, finance leases that deem to transfer ownership of the leased property to the
lessee are to be capitalized, however, other finance leases are permitted to be accounted for as operating lease transactions if
certain “as if capitalized” information is disclosed in the note to the lessee’s financial statements. The revised accounting
standard requires that all finance lease transactions shall be capitalized recognizing lease assets and lease obligations in the
balance sheet.

Unification of Accounting Policies Applied to Foreign Subsidiaries for the Consolidated Financial Statements—Under
Japanese GAAP, a company currently can use the financial statements of its foreign subsidiaries which have been prepared in
accordance with generally accepted accounting principles in their respective jurisdictions for its consolidation process unless
they are clearly unreasonable. On May 17, 2006, the ASB] issued ASB] Practical Issues Task Force (PITF) No.18,
“Practical Solution on Unification of Accounting Policies Applied to Foreign Subsidiaries for the Consolidated Financial
Statements”. The new standard prescribes: 1) the accounting policies and procedures applied to a parent company and its
subsidiaries for similar transactions and events under similar circumstances should in principle be unified for the
preparation of the consolidated financial statements, 2) financial statements prepared by foreign subsidiaries in accordance
with either International Financial Reporting Standards or the generally accepted accounting principles in the United States
tentatively may be used for the consolidation process, 3) however, the following items should be adjusted in the
consolidation process so that net income is accounted for in accordance with Japanese GAAP unless they are not material;
(1) Amortization of goodwill
(2) Actuarial gains and losses of defined benefit plans recognized outside profit or loss
(3) Capitalization of intangible assets arising from development phases
(4) Fair value measurement of investment properties, and the revaluation model for property, plant and equipment, and
intangible assets
(5) Retrospective application when accounting policies are changed
(6) Accounting for net income attributable to a minority interest

The new task force is effective for fiscal years beginning on or after April 1, 2008 with early adoption permitted.
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3. INVESTMENT SECURITIES
The carrying amounts and aggregate fair values of investment securities at March 31, 2008 and 2007 were as

follows:.
(Millions of yen)
Unrealized  Unrealized Fair
March 31, 2008 Cost Gains Losses Value
Securities classified as:
Available-for-sale:
Equity SECUTItEs ....eveviieiiieieiciciicicericceceee ¥ 4,166 ¥ 735 ¥ (635) ¥ 4,266
March 31, 2007
Securities classified as:
Available-for-sale:
EqUity SECULITIES . .eveevirreienieiiriinienecreeeeeecsreeeeeeaeas ¥ 7,246 ¥6,913 ¥ (70) ¥ 14,089

(Thousands of U.S. Dollars)

Unrealized — Unrealized Fair
March 31, 2008 Cost Gains Losses Value
Securities classified as:
Available-for-sale:
Equzty SOCUTIELOS eevseeaesininistietiteetetteeiesseesienneeiesnnennns $ 4],581 $ 7,336 $ (6,338) $ 42’579

Available-for-sale securities whose fair value is not readily determinable as of March 31, 2008 and 2007 were as
follows:

Carrying amount

(Thousands of
(Millions of yen) U.S. dollars)
Available-for-sale: 2008 2007 2008
EqUity SECUTITIES . c.veuveureiiriirieieieiieerteeceeeeeeeteeeeeeeie s ¥ 739 ¥ 1,561 $ 7,376
Investments in limited partners.........cccccveeerieiniiinienenne. 793 895 7,915
TOtAl o ¥ 1,532 ¥ 2,456 $ 15,291

Proceeds from sales of available-for-sale securities for the years ended March 31, 2008 and 2007 were ¥ 8,887
million ($ 88,701 thousand) and ¥ 12,660 million, respectively. Gross realized gains and losses on these sales,
computed on the moving average cost basis, were ¥ 5,626 million ($ 56,153 thousand) and ¥ 4 million ($ 40
thousand), respectively, for the year ended March 31, 2008 and ¥ 11 million and ¥ 128 million, respectively, for the
year ended March 31, 2007.
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4. INVENTORIES
Inventories at March 31, 2008 and 2007 consisted of the following:

(Thousands of
(Millions of yen) U.S. dollars)
2008 2007 2008
Finished products........ccceveeiueeeiriniieieisiieee e ¥21,124 ¥ 26,795 $ 210,839
WOrk in Process .......coueveveueeiinininicieiirineeceeeeeeesee s 1,293 1,380 12,906
Raw materials and supplies.........cooveeivinnicinnniccincccnn, 12,668 6,870 126,440
TOTAL 1o ¥ 35,085 ¥ 35,045 $ 350,185

5. SHORT-TERM BANK LOANS AND LONG-TERM DEBT
Short-term bank loans bore interest at an annual average rate of 3.3% and 4.0% at March 31, 2008 and 2007,
respectively.

Long-term debt at March 31, 2008 and 2007 consisted of the following:

(Thousands of
(Millions of yen) U.S. dollars)
2008 2007 2008
Unsecured loans from banks and other financial
institutions, due serially to 2010 with average
interest rates 1.9% (2008) and 1.9% (2007): .cccvvvvvveveeennnnn. ¥ 4,593 ¥5,317 $ 45,842
Less cUrrent POItion .......ccueevueerueeriieniieniieniienieeneeeese e (3,507) (724) (35,003)
Long-term debt, less current portion..........cccceueevvuevviccniccnnnn. ¥ 1,086 ¥ 4,593 $ 10,839
Annual maturities of long-term debt at March 31, 2008, were as follows:
Year Ending (Thousands of
March 31 (Millions of yen) U.S. dollars)
2009 ettt e e e — e e e et r e e e raeeeeanaees ¥ 3,507 $ 35,003
0 PPN 1,086 10,839
TTOTAL 1ot e e e e ee e e eaaanes ¥ 4,593 $ 45,842

6. RETIREMENT AND PENSION PLANS

The Company and certain consolidated subsidiaries have severance payment plans for employees and directors.
Under most circumstances, employees terminating their employment are entitled to retirement benefits determined
based on the rate of pay at the time of termination, years of service and certain other factors. Such retirement
benefits are made in the form of a lump-sum severance payment from the Company or from certain consolidated
subsidiaries and annuity payments from a trustee. Employees are entitled to larger payments if the termination is
involuntary, by retirement at the mandatory retirement age, by death, or by voluntary retirement at certain specific
ages prior to the mandatory retirement age.

The Company and certain consolidated subsidiaries have non-contributory funded defined benefit pension
plans and unfunded retirement benefit plans for employees. Certain consolidated foreign subsidiaries also have
defined pension plans.

The liability (asset) for employees’ retirement benefits at March 31, 2008 and 2007 consisted of the followings:
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(Thousands of

(Millions of yen) U.S. dollars)
2008 2007 2008
Projected benefit obligation...........cccccovoivniiiiiiiinniiiiie, ¥ 9.036 ¥9127 $ 90,189
Fair value of plan assets ........c.ccccevivieieivinniccinnccciseece (7,871) (8,907) (78,561)
Unrecognized prior SErVICe COST....vvveviirnmirereinininiereeirinrereneeenns 512 579 5110
Unrecognized actuarial gain (l0ss) ........cccoeeiiiniiiiiniccne, (745) 543 (7,436)
Unrecognized transitional obligation............ccccoviiiiiinnccnn. (1,058) (1,183) (10,560)
Prepaid pension CoSt........oouvueueiiniriiieriininieecieeeeeeeveeaes 1,590 1,539 15,870
Net Liability...c.ovovevvieiiiiiiiiiiiicccccccces ¥ 1,464 ¥ 1,698 $ 14,612

The components of net periodic benefit costs for the years ended March 2008 and 2007 are as follows:

(Thousands of
(Millions of yen) U.S. dollars)
2008 2007 2008

SEIVICE COST wvvnvvenritinieeiietenie ettt sttt ettt sresre et sre e ¥ 469 ¥ 488 $ 4,681
INTEIEST COST . viurnriniiiiieiiieieiete ettt ettt 187 189 1,866
Expected return on plan assets........ccoeereeeerinicineineeninecninnenens (199) (194) (1,986)
Amortization of Prior SEIVICe COSL......cuvurueueuiririrueuereirisieiereeenas (68) (68) (679)
Recognized actuarial [0S ..........coovviiiiiniiiiiiiiiiiice, 7 12 70
Amortization of transitional obligation...........ccccceevviviriirininne. 125 125 1,248
Oher ot - 2) -
Net periodic benefit Costs.......oerumerimeineiniinircrncrccnes ¥ 521 ¥ 550 $5.200

Assumptions used for the years ended March 31, 2008 and 2007 are set forth as follows:

2008 2007
DISCOUNE FALE 1uvvvviiiiiiiiiiieiiieieeeeeeeeeeeeeaeeeeeeraeesaseseeesseesaeeseeeeeeeeeees 1.4-2.5% 1.4-2.5%
Expected rate of return on plan assets...........coovvveivieiviincnnann. 1.4-2.5% 1.4-2.5%
Amortization period of prior SEervice CoStu....curururuereerennuereenennas 10 years 10 years
Recognition period of actuarial gain / 1oss........cccovueueicinnincnnne. 10 years 10 years

The total transitional obligation determined as of April 1, 2000 was charged to income when adopted, except
that of a certain domestic subsidiary which is amortized over 15 years.

Retirement allowance for directors and executive officers at March 31, 2008 and 2007 were ¥1,020 million
($10,181 thousand) and ¥973 million, respectively, which were included in liability for retirement benefits.
Retirement allowance for directors and executive officers are paid subject to the approval of the Compensation
Committee or shareholders’ meeting.

7. EQUITY

Since May 1, 20006, Japanese companies have been subject to the Corporate Law of Japan (the “Corporate
Law”), which reformed and replaced the Commercial Code of Japan. The significant provisions in the Corporate
Law that affect financial and accounting matters are summarized below:

(a) Dividends

Under the Corporate Law, companies can pay dividends at any time during the fiscal year in addition to the year-end
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dividend upon resolution at the shareholders meeting. For companies that meet certain criteria such as; (1) having the
Board of Directors, (2) having independent auditors, (3) having the Board of Corporate Auditors, and (4) the term of
service of the directors is prescribed as one year rather than two years of normal term by its articles of incorporation, the
Board of Directors may declare dividends (except for dividends in kind) at any time during the fiscal year if the company
has prescribed so in its articles of incorporation. The Company meets all the above criteria. The Board of Directors of
companies with board committees (an appointment committee, compensation committee and audit committee) can also do
so because such companies with board committees already, by nature, meet the above criteria under the Corporate Law,
even though such companies have an Audit Committee instead of the Board of Corporate Auditors. The Company is
organized as a company with board committees.

Semiannual interim dividends may also be paid once a year upon resolution by the Board of Directors if the articles of
incorporation of the company so stipulate. The Corporate Law provides certain limitations on the amounts available for
dividends or the purchase of treasury stock. The limitation is defined as the amount available for distribution to the
shareholders, but the amount of net assets after dividends must be maintained at no less than ¥ 3 million.

Increases / decreases and transfer of common stock, reserve and surplus

The Corporate Law requires that an amount equal to 10% of dividends must be appropriated as a legal reserve (a
component of retained earnings) or as additional paid-in capital (a component of capital surplus) depending on the equity
account charged upon the payment of such dividends until the total of aggregate amount of legal reserve and additional
paid-in capital equals 25% of the common stock. Under the Corporate Law, the total amount of additional paid-in capital
and legal reserve may be reversed without limitation. The Corporate Law also provides that common stock, legal reserve,
additional paid-in capital, other capital surplus and retained earnings can be transferred among the accounts under certain
conditions upon resolution of the shareholders.

Treasury stock and treasury stock acquisition rights

The Corporate Law also provides for companies to purchase treasury stock and dispose of such treasury stock by
resolution of the Board of Directors. The amount of treasury stock purchased cannot exceed the amount available for
distribution to the shareholders which is determined by specific formula. Under the Corporate Law, stock acquisition
rights, which were previously presented as a liability, are now presented as a separate component of equity. The Corporate
Law also provides that companies can purchase both treasury stock acquisition rights and treasury stock. Such treasury
stock acquisition rights are presented as a separate component of equity or deducted directly from stock acquisition rights.

8. STOCK OPTIONS
The stock options outstanding as of March 31, 2008 are as follows:
Number of Options

Stock Option granted Date of Grant Exercise Period

2001 Stock Option 421,400 shares 2001.7.26 From January 1, 2004 to December 31, 2010
2002 Stock Option 399,700 shares 2002.7.23 From August 1, 2004 to July 31, 2011

2003 Stock Option 378,500 shares 2003.7.22 From August 1, 2005 to July 31, 2012

2004 Stock Option@ 359,900 shares 2004.7.21 From August 1, 2006 to July 31, 2013

2004 Stock Option@ 25,600 shares 2004.8.13 From August 1, 2006 to July 31, 2013

2005 Stock Option 346,400 shares 2005.7.12 From August 1, 2007 to July 31, 2014
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The stock option activity is as follows:

2001 2002 2003 2004 2004 2005
Stock Stock Stock Stock Stock Stock
Option Option Option ~ OptionD Option(2)  Option

(Shares) (Shares) (Shares) (Shares) (Shares) (Shares)

For the year ended March 31, 2007

Non-vested

March 31, 2006 — Outstanding......... 359,900 25,600 346,400
Granted.....oooeeeeeeeeeee e,
Canceled ...ooovvvviveiiieiiiiieeeee,
Vested...ooooiiiiieeiieeeieeeeeeeieeeiee (359,900)  (25,600)

March 31, 2007 — Outstanding......... 346,400

Vested

March 31, 2006 - Outstanding.......... 319,900 399,600 378,500

Vested...oooovieiieiiieeeie e 359,900 25,600
Exercised .....ooovvviviiieiiiiiiiiciiiees (8,000)

Canceled ..oooovvoeeeeeeieeeeeeeeeeeee,
March 31, 2007 — Outstanding......... 311,900 399,600 378,500 359,900 25,600

For the vear ended March31, 2008
Non-vested
March 31, 2007 — Outstanding......... 346,400
Granted......ooooeeeeeeeeiieeeieeiee s

Vested....oovuuviiiiiieieiiieeeeiee e (346,400)
March 31, 2008 — Outstanding..........

Vested

March 31, 2007 - Outstanding.......... 311,900 399,600 378,500 359,900 25,600

Vested....ooovvevrieiieiieciiecieeeeereeeiens 346,400
Exercised ...coooevievrieeriiiiiieeieenn, (300)

Canceled .....ocveveviiiiiieieeeee,
March 31, 2008 — Outstanding.......... 311,600 _ 399,600 _ 378,500 _ 359,900 _ 25,600 _ 346,400
Exercise price......cccoeviviiiiiiiiniiinens ¥ 9549 ¥15,150 ¥13,646 ¥16,167 ¥16,836 ¥12,369
($95) ($151) ($136) ($161) ($ 168) ($123)

Average stock price at exercise............ ¥ 11,580

($116)

Fair value price at grant date..............

9. INCOME TAXES

The Company and its domestic subsidiaries are subject to Japanese national and local income taxes which, in
the aggregate, resulted in normal effective statutory tax rates of approximately 40.7% for the years ended March 31,
2008 and 2007.

The tax effects of significant temporary differences and tax loss carryforwards which resulted in deferred tax
assets and liabilities at March 31, 2008 and 2007 are as follows:
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(Thousands of

(Millions of yen) U.S. dollars)
2008 2007 2008
Deferred tax assets :
The liability for retirement benefits.........cccoecviriviercecirinnnnee ¥ 1,012 ¥ 1,075 $10,101
Accounts payable ..........ccoeiriiiiiiiineiceee 1,576 662 15,730
Allowance for doubtful receivable .......c.occceveinnincncnnn. 2,364 2,706 23,595
Accrued employees’ bonuses..........oceveveeeeivinieieiinininieecien 521 517 5.200
Impairment loss on investment SeCUrities .........oeveerureerevenne. 1,664 1,744 16,608
INVENTOIIES .evvieureriiieiriiie ettt s 888 878 8,863
Intercompany Profit.......ccoceveeeeueeerinirinueieirinisieieeeeneseeeesenens 200 512 1,996
Tax loss carryforwards of consolidated subsidiaries.................. 2,431 4,620 24,264
Other 2,927 1,034 29,215
Less valuation allowance ...........cccoceoeiiiiiiiiniiicine, (9,123) (9,443) (91,057)
TOCAL . ¥ 4,460 ¥ 4,305 $44.515
Deferred tax liabilities:
Tax purpose reserves in accordance with Japanese tax law....... ¥ 362 ¥ 373 $ 3,613
Net unrealized gains on other securities...........ccoeveueuiinennnnee. 2,765
Prepaid pension COSt ......ccirininieueuirinininieieiirieieicceseeieeeaes 648 627 6,468
OhEr it 460 13 4,590
TOCAL e ¥ 1,470 ¥ 3,778 $14.671
Net deferred tax asSers ...c.eevevereeuerirueirieinieieneeieieee et ¥2.990 ¥ 527 $ 29,844

A reconciliation between the normal effective statutory tax rates and the actual effective tax rates reflected in the
accompanying consolidated statements of operations for the years ended March 31, 2008 and 2007 is as follows:

2008 2007

Normal effective Statutory tax rate .......ccoeeereeeriererineinieinieisieceeeeeveeeienens 40.7% 40.7%
Expenses not deductible for income tax purposes..........cccoeeeeveveirvereneenueene. 20.6 0.9
Elimination of dividend earned from subsidiaries........ccccecereerierenenieeneenen. 444.6
Permanently non-taxable inCOME ......coeeririiriiriiiiiininicciccccceecne (6.5) (0.8)
RE&ID taX CLEItuvetireieieieeieeieiese ettt ettt et esteeteeseesesseessensesseeneennas (32.3) (2.6)
PLIOL YEAL'S TAXES ...vuvevirrenriireiietintetetet ettt sttt ettt sttt sb et saens 84.3
Lower income tax rates applicable to income

in certain foreign COUNTIIES .....cucviuiuiiiiiiiiiiiiiicc e (111.7) (18.8)
Indirect foreign tax Credit. .. coireirieirieiirieirieiceciectce e (137.3)
Valuation ALIOWanCe .......coueueeieiiriinieieieieeceseeeese e 170.3 13.8
[ 31T S 1= SRS (75.5) (1.6)
Actual effective taX TALE ...evvieuieiieiieeieieieeeee et 312.9% 115.9%

On June 28, 2005, the Company received notice of a supplementary tax assessment from the Osaka Regional
Taxation Bureau (the “Bureau”) regarding the application of controlled foreign companies tax measure on the taxable
income of subsidiaries in Hong Kong for the three fiscal years ended from March 31, 2002 to March 31, 2004. In
the Bureau’s assessment, taxable income earned by the Hong Kong subsidiaries should be included to the Company’s
taxable income as the subsidiaries in Hong Kong are deemed not to satisfy the conditions for exclusion from the
application of the above tax measure for dealing with tax havens.

The additional tax payments amounted to ¥19,184 million including penalties. The Company, having been
dissatisfied with the said supplementary tax assessment order, filed a petition with the National Tax Tribunal (the
“Tribunal”) seeking a review of the decision made by the Bureau and filed a complaint with the Osaka District court
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for the cancellation of the supplementary tax assessment order, pursuant to the applicable laws and regulations.

For the fiscal years subsequent to the tax assessment, years ended from March 31, 2005 to March 31, 2008, the
Company has not accrued the additional tax exposures estimated at approximately ¥15,000 million($149,716
thousand) based on the methodology applied by the Bureau, due to the reason described above.

With reference to the period from March 31,2005 to March 31,2007, on June 16, 2008, the Company also
received notice of a supplementary tax assessment from the Bureau. The detail is described in Note 13, as a
“subsequent event”.

10. RESEARCH AND DEVELOPMENT COSTS
Research and development costs charged to income were ¥14,789 million ($147,610 thousand) and ¥14,036
million for the years ended March 31, 2008 and 2007, respectively.

11. LEASES

The Group leases certain machinery, computer equipment, office space and other assets.

Pro forma information of leased property of finance leases that do not transfer ownership of the leased property
to the lessee on an “as if capitalized” basis for the years ended March 31, 2008 and 2007 are as follows:

Acquisition cost, accumulated depreciation, and net leased property:

(Thousands of
(Millions of yen) U.S. dollars)
2008 2007 2008
¥ 1,626 ¥ 1,822 $ 16,229
ACQUISITION COSL.uvivviniiniiiiiiiiiiieieieiieteee et 1,020 1,080 10,181
Accumulated depreciation.........c.eeuceririeievccnininieccinneeceees ¥ 606 Y 742 S 6.048
Net leased Property ......coeeveveverucinieineinneincineeseeeeeeeneaeas
Obligations under finance leases
(Thousands of
(Millions of yen) U.S. dollars)
2008 2007 2008
¥ 259 ¥ 298 $ 2,585
Due within one year........cocccoveineinieinncnncnecceceeens 353 434 3,523
Due after ONE YEar....c.evveuiieieirieirieiirieieteieeste ettt Y612 ¥ 732 36,108
TOTAL e
Depreciation expense, interest expense and other information under finance leases:
(Thousands of
(Millions of yen) U.S. dollars)
2008 2007 2008
¥ 339 ¥ 379 $ 3,384
Depreciation EXPense «.....coueeeeveruereeieniereneerenreseeeeneseeseenens 10 8 100
INterest eXPense. ... .ovviieiriniiniiiiiiine e ¥ 349 ¥ 387 $3,484
TOtAL et ¥ 348 ¥ 381 $3,473

Lease payments .......ccocvevueriiieiiiniinieieiese e
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Depreciation expense and interest expense, which are not reflected in the accompanying statements of operations,
are computed by the straight-line method and the interest method, respectively

The minimum rental commitments under noncancellable operating leases at March 31,2008 and 2007 are
follows:

(Thousands of
(Millions of yen) U.S. dollars)
2008 2007 2008
Due within 0ne year.......ccccveereirieiininieninieiseereeeeeseeeeeneeas ¥ 1,058 ¥ 1,001 $ 10,560
Due after 0Ne year......oeeeiririnieicirinineectnneeecee e 3,122 3,861 31,161
TOtal oo ¥ 4,180 ¥ 4,862 $41,721

12. NET LOSS PER SHARE
Reconciliation of the differences between basic and diluted net loss per share (“EPS”) for the years ended
March 31, 2008 and 2007 is as follows:

Millions of  Thousands of

Yen shares Yen Dollars
Weighted
Net loss average EPS
shares
For the year ended March 31, 2008:
Basic EPS
Net loss available to common shareholders................. ¥ (5,377) 34,093 ¥ (157.71) $(1.57)
Effect of Dilutive Securities
TWALTANIES wovvveiieeeeee et e e e ettt e e e e e e eestaaeas _ _
Diluted EPS
Net loss for computation.......c..cccevevervreriniceneeneenes — —
For the year ended March 31, 2007:
Basic EPS
Net loss available to common shareholders................. ¥ (3,666) 34,253 ¥ (107.01)
Effect of Dilutive Securities
TWALTANIES wovvveiieeeeeeeeiiiieee e e e ettt e e e e e e e eerasaaes _ _
Diluted EPS

Net loss for computation.......c..ccceveveeerveriniceneeneennes — —

Diluted net income per share in 2008 and 2007 is not disclosed due to the loss position

13. SUBSEQUENT EVENTS
(a) Receipt of notice of a supplementary tax assessment

On June 16, 2008, the Company received notice of a supplementary tax assessment from the Bureau regarding the
application of controlled foreign companies tax measure on the taxable income of subsidiaries in Hong Kong for the three
fiscal years ended from March 31, 2005 to March 31, 2007. In the Bureau’s assessment, taxable income earned by the Hong
Kong subsidiaries should be included in the Company’s taxable income as the subsidiaries in Hong Kong are deemed not to
satisfy the conditions for exclusion from the application of the tax system for dealing with tax havens.

The total taxable income assessed was ¥33.9 billion($ 338,357 thousand) and the additional tax for the principal tax
as assessed amounted to ¥15billion ($ 149,716 thousand)and, if including penalties, the total additional tax as assessed
amounted to ¥17.2billion ($ 171,674 thousand). The additional tax payments will be charged to income for the year
ending March 31, 2009.
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(b) Appropriations of Retained Earnings
The following appropriation of retained earnings at March 31, 2008 was approved at the Company’s Board of
Directors held on June 2, 2008:

(Thousands of
(Millions of yen) U.S. dollars)

Year-end cash dividends, ¥_50 ($ 0.50) per share........ccccceevvevnciincinciinicennn. ¥ 1,704 $ 17,008

14. SEGMENT INFORMATION
(1) Industry Segments
The Company and its subsidiaries operates in the single business segment of manufacturing and sales of electrical
products in Japan and overseas. Therefore, industry segment information is not disclosed.

(2) Geographical Segments
The geographical segments of the Company and its subsidiaries for the years ended March 31, 2008 and 2007 are
summarized as follows:

(Millions of yen)
2008
North . L Consolidated
Japan America Asia Europe Elimination total
Sales:
Sales to outside customers ¥ 135,775 ¥ 116,605 ¥ 2,592 ¥22,196 ¥ ¥277,168
Inter-segment sales.......... 109,668 11 194,319 0 (303,998)
Total oo, 245,443 116,616 196,911 22,196 (303,998) 277,168
Operating expenses ........... 248,547 121,213 192,795 22,267 (305,248) 279,574
Operating income (loss) ... ¥ (3,104) ¥ (4,597) ¥ 4,116 ¥ (71) ¥1,250 ¥ (2,4006)
Identifiable assets .............. ¥108,383 ¥ 25,429 ¥ 114,602 ¥20,358 ¥ (44,357) ¥224,415
2007
Sales:
Sales to outside customers ¥ 162,715  ¥203,388 ¥ 3,572 ¥27,037 ¥ ¥ 396,712
Inter-segment sales.......... 195,165 284,621 305 (480,091)
Total oo, 357,880 203,388 288,193 27,342 (480,091) 396,712
Operating expenses ........... 340,562 202,197 277,637 34,909 (479,359) 375,946

Operating income (loss) .... ¥ 17,318 ¥ 1,191 ¥ 10,556 ¥(7,567) ¥ (732) ¥ 20,766

Identifiable assets .............. ¥105,622 ¥ 40,137 ¥ 168,549 ¥ 16,689 ¥ (58,186) ¥272,811
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(Thousands of U.S. dollars)

2008
North o Consolidated
Japan America Asia Europe Elimination total

Sales:

Sales to outside customers $1,355,175 $1,163,839 § 25871 $221,539 § $2,766,424

Inter-segment sales ....... 1,094,600 110 1,939,505 0 (3,034,215)
Total oo, 2,449,775 1,163,949 1,965,376 221,539 (3,034,215) 2,766,424
Operating expenses............ 2,480,756 1,209,831 1,924,294 222,248 (3,046,691) 2,790,438

Operating income (loss)..... $ (30,981) $ (45,882) § 41,082 $ (709) § 12,476 $ (24,014)

Identifiable assets.............. 31,081,775 $ 253,808 $1,143,847  $203,194 $ (442,730) $2,239,894

(3) Sales to Foreign Customers
Sales to foreign customers for the years ended March 31, 2008 and 2007 are summarized as follows:

(Thousands of
(Millions of yen) U.S. dollars)
2008 2007 2008
INOTTR ANEIICA 1ttt e e e e e e e e e eeeeraeeeas ¥ 181,109 ¥ 277,104  $ 1,807,655
ASIA e et 6,180 8,637 61,683
EULOPE ettt 45,581 67,279 454,946
OTher et 2,976 5,326 29,704
TOtAl o ¥ 235,846 ¥ 358,346  $ 2,353,988
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Independent Auditors’ Report

D I i tt
e o I e L Deloitte Touche Tohmatsu

Yodoyabashi Mitsui Building
4-1-1, Imabashi, Chuo-ku
Osaka-shi, Osaka 541-0042
Japan

Tel: +81 6 4560 6000
Fax: +81 6 4560 6001
www.deloitte.com/jp

INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Shareholders of Funai Electric Co., Ltd.:

We have audited the accompanying consolidated balance sheet of Funai Electric Co., Ltd. and
consolidated subsidiaries as of March 31, 2008, and the related consolidated statements of
operations, changes in equity, and cash flows for the year then ended, all expressed in Japanese yen.
These consolidated financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these consolidated financial statements based on our audit.
The consolidated financial statements of Funai Electric Co., Ltd. and subsidiaries for the year ended
March 31, 2007 were audited by other auditors who have ceased operations. Those auditors
expressed an unqualified opinion, including two explanatory paragraphs, on those financial
statements in their report dated June 21, 2007.

The explanatory paragraphs stated that (1) additional tax payments of ¥19,184 million ($163,310
thousand) including penalties were accounted for as "Suspense payments of income taxes" on its
consolidated balance sheet as of March 31, 2006. This "Suspense payments of income taxes" has
been charged to income and presented as "Prior year's taxes" on its consolidated statements of
operations ended March 31, 2007 in accordance with the amended Audit Committee Report No. 63
"Accounting Practices, Disclosure and Audit Treatment for Various Taxes." issued by Japanese
Institute of Certified Public Accountants (Auditing and Assurance Practice Committee) on March 8,
2007. For the fiscal years subsequent to the tax assessment, years ended from March 31, 2005 to
March 31, 2007, the Company has not accrued the additional tax exposures. and (2) the
consolidated financial statements, the due date of the receivables from the sales of securities has
been changed to the end of June 2007.

We conducted our audit in accordance with auditing standards generally accepted in Japan. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Funai Electric Co., Ltd. and consolidated subsidiaries
as of March 31, 2008, and the consolidated results of their operations and their cash flows for the
year then ended in conformity with accounting principles generally accepted in Japan.

As described in Note 13.a. to the consolidated financial statements, on June 16, 2008, the Company
received notice of a supplementary tax assessment from the Osaka Regional Taxation Bureau
regarding the application of controlled foreign companies' tax measure.

Our audit also comprehended the translation of Japanese yen amounts into U.S. dollar amounts and,
in our opinion, such translation has been made in conformity with the basis stated in Note 1. Such
U.S. dollar amounts are presented solely for the convenience of readers outside Japan.

Delo itz TonchaSolmatan

June 19, 2008

Member of
Deloitte Touche Tohmatsu
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To the Board of Directors and Shareholders of
Funai Electric Co., Ltd.

We have audited the accompanying consolidated balance sheets of Funai Electric Co., Ltd.(“the Company”)
and its consolidated subsidiaries as of March 31, 2006 and 2007, and the related consolidated statements of income,
changes in net assets, and cash flows for the years then ended, all expressed in Japanese yen. These consolidated
financial statements are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in Japan. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the consolidated financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
consolidated financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidated financial position of Funai Electric Co., Ltd. and its consolidated subsidiaries as of March 31, 2006
and 2007, and the consolidated results of their operations and their cash flows for the years then ended in
conformity with accounting principles generally accepted in Japan.

1. As described in Note 12 to the consolidated financial statements, the additional tax payments of ¥19,184
million ($163,310 thousand)including penalties were accounted for as “Suspense payments of income taxes”
on its consolidated balance sheet as of March 31,2006. This “Suspense payments of income taxes” have been
charged to the income and presented as “Prior year’s taxes” on its consolidated statements of income ended
March 31, 2007 in accordance with the amended Audit Committee Report No.63 “Accounting Practices,
Disclosure and Audit Treatment for Various Taxes.” issued by Japanese Institute of Certified Public
Accountants (Auditing and Assurance Practice Committee) on March 8, 2007.For the fiscal years
subsequent to the tax assessment, year ended from March 31, 2005 to March 31, 2007, the Company has
not accrued the additional tax exposures.

2. As described in Note 2 (P) to the consolidated financial statements, the due date of the receivables from the
sales of securities has been changed to the end of June 2007.

The amounts expressed in U.S. dollars, which are provided solely for the convenience of the reader, have
been translated on the basis set forth in Note 3 to the accompanying consolidated financial statements.

Osaka, Japan
June 21, 2007

This is a copy of an audit report on the consolidated financial statements of Funai Electric Co., Ltd. and its
subsidiaries for the year ended March 31, 2007 issued by Misuzu Audit Corporation dated June 21, 2007. Misuzu
Audit Corporation has ceased operations and has not reissued the audit report.
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Company Data

Company Outline Business Operations
Name FUNAI ELECTRIC CO., LTD. Audio-visual Equipment
Foundation August 1961 VCR, DVD player, DVD recorder,
Address 7-7-1 Nakagaito Daito city, Osaka Television, LCD TV

574-0013, Japan Information Equipment
Tel 81-72-870-4303 Printer, Digital Still Camera
Fax 81-72-871-1112

URL

http://www.funaiworld.com/

Capital ¥ 31,280 million

Sales

¥ 277,168 million
(March 2008 / Consolidated)

Employees 2,628 (March 2008 / Consolidated)

*The figure for total number of employees does
not include those employees (13,183) of
outsourced production facilities located in China.

Company History

Aug.
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1961 Funai Electric Co., Ltd. was established in Ikuno-ku, Osaka City capitalized at ¥20 million.

1964 Chugoku Funai Electric Co., Ltd. was established as a manufacturing company in Fukayasu-gun(now Fukuyama
City), Hiroshima.

1976 The head office was relocated to Daito City, Osaka.

1980 Funai Electric Trading (Europe) GmbH (now Funai Europe GmbH), a sales firm, was established in Hamburg,
Germany.

1991 Funai Corporation, Inc. was established as a sales firm in New Jersey, U.S.A.

1992 Highsonic Industrial Ltd. (now Funai Electric (H.K.) Ltd.) was established in Hong Kong as a management
company of processing on commission to consignment manufacturing plants in Guang Dong province, China.

1992 Dong Guan Plant in Dong Guan City, Guang Dong Province started operations as a consignment manufacturing
plant in China.

1994 Zhong Shan Plant in Zhong Shan City, Guang Dong Province started operations as a consignment manufacturing
plant in China.

1996 Funai Service Co., Ltd. was established in Higashi-Osaka City, Osaka.

1996 Highsonic Industrial Ltd. (now Funai Electric (H.K.) Ltd.) established H.F.T Industrial Ltd. by joint investment
with a Japan company.

1999 Funai Electric Co., Ltd. was listed on the Second Section of Osaka Securities Exchange.

2000 Funai Electric Co., Ltd. was listed on the First Section of Tokyo Stock Exchange and the First Section of Osaka
Securities Exchange.

2001 Closing date for the fiscal year ending on June 15 was changed to March 31.

2001 Acquired the majority stocks of DX Antenna Co., Ltd. in Japan.

2003 Funai (Thailand) Co., Ltd. a manufacturing company, was established in Nakornratchasima, Kingdom of Thailand.

2003 Huang Jiang Plant in Dong Guan City, Guang Dong Province started operations as a consignment manufacturing
plant in China.

2004 Funai Electric Advanced Applied Technology Research Institute Inc. was established in Kawasaki City, Kanagawa
(moved in Tsukuba City, Ibaraki in May, 2008).

2006 Funai Electric (Polska) Sp.z 0.0. was established as a production company in the city of Nowa Sol, Poland.

2007 Funai Service Corporation was established in Ohio, U.S.A.

2008 Funai Electric Co., Ltd. and Victor Company of Japan, Ltd. agreed to a business alliance in the audiovisual
equipment market.

2008 P&F USA, Inc. was established in Georgia, U.S.A., as a subsidiary for the sourcing, distribution, marketing, and
sales of Philips brand consumer televisions for the North American market.

2008 Tetsuro Funai, President and CEQ, assumed the post of Chairman.
Tomonori Hayashi, Senior Executive Officer, assumed the post of President and CEO.
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